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KEY ECONOMIC INDICATORS 
In million of U.S. dollars unless noted 


Domestic Economy 
Population (thousands) 
Population growth (%) 


GDP in current dollars 
Per capita GDP, current dollars 


GNP in current dollars 
Per capita GNP, current dollars 


GDP in local currency (1980 prices) 
(bill. DM) 
% change 
GNP in local currency (1980 Prices) 
(bill. DM) 
% change 
Consumer Price Index % change 


Production and Employment 
Civ. Labor force (millions) 
Unemployment (avg. % for year) /b 
Industrial production (local 
currency base 1980=100) % change 
Govt. oper. surplus or deficit 
as % of GDP /c 


Balance of Payments 

Exports (F.O.B.) 

Imports (C.I.F.) 

Trade balance 

Current account balance 
Foreign direct investment (new) /d 
Foreign exchange reserves (year end) 

Average exch. rate for year 

(DM = U.S. $1.00) 


Foreign Investment /f 
Total (cumulative) 
U.S. (cumulative) 
U.S. share ($) 


-S. - FRG Trade 

U.S. exports to FRG (F.O.B.) 
U.S. imports from FRG (C.I.F.) 
Trade balance 

U.S. share for FRG exports ($%) 
U.S. share of FRG imports (%) 


1984 


61,049 
-0.4 


616,496 
10,098 


619,588 
10,149 


171,571 
152,606 
18,965 
6,991 
1,108 
13,178 


2.8456 


29,798 
18,820 
62.3 


10,928 
16,458 
-5,530 
9.6 
Fea 


1985 


61,020 
0.0 


625,306 
10,247 


627,719 
10,287 


182,560 
157,630 
24,930 
13,192 
1,032 
13,425 


2.9424 


10,991 
18,873 
-7,882 
10.3 
7.0 


1986 


Estimate 


61,029 
0.0 


895 ,300p 
14,671p 


898 , 800p 
14,727p 


1,614.1p 
2.5p 


1,620.3p 
2.5p 
-0.3p 


28.0 
7.9 


2.la 


1.0 


240 ,800p 
190,500p 
50, 300p 
36,900p 
1,244a 
22,580 


2.17p 


10,218h 
21.173h 
-10,955h 
10.5 

6.4 


1987 


Estimate 


61,029 
0.0 


1,046,200a 
17,142a 


1,050,200a 
17,209a 


1,654.4a 
2.5a 


1.660.8a 
225a 
1.0a 


28.2 
7.6 


2.0a 


1.0 


276,000a 
217,700a 
49,300a 
35,900a 
1,200a 
22,500 


1.95e 


nea. 
nea. 
nea. 
nea. 
nea. 


Principal U.S. exports (Jan.-June 1986) in billion U.S. dollars: machinery 1,238; 
chemicals 1,134; electrical equipment 898; aircraft 508; edible fats and oils 308; 


motor vehicles 92. 


Principal U.S. imports (Jan.-June 1986): motor vehicles 4,956; 
machinery 2,272; chemicals 1,307; electrical equipment 872; aircraft 158. 


p/ provisional; a/ For 1987, consensus estimates from various sources; b/ as 
percent of total labor force; c/ on NIA-basis, all levels of government including 


the social security system; 


d/ foreign direct investment in the FRG; e/ Dec. 31, 


1986 exchange rate; f/ Deutsche Bundesbank data; h/ ten months to October, 


1986 
Economic Institutes. 


Sources: Federal Statistical Office, Deutsche Bundesbank, OBCD, FRG 





SUMMARY 


The GNP of the Federal Republic of Germany (FRG) rose a 
provisional 2.5 percent during 1986, disappointing earlier 
predictions of 3 percent growth. Domestic consumption and 
business investment provided the principal impulses for 
growth. Private consumption rose an estimated 4 percent, 
fueled by the first stage of the Government's 1986-88 tax cut, 
sharp cuts in world oil prices, below-zero inflation, rising 
wages, and expanding employment. Business spending on plant 
and equipment increased 4.6 percent, while the construction 
industry--recovering from one of the deepest post-war building 
slumps--grew 1.9 percent. The automobile industry enjoyed its 
best year, producing a record 4.3 million passenger cars. The 
expanding economy created 263,000 new jobs in 1986, exceeding 
labor force growth for the first time since 1979, and reducing 
unemployment from 8.3 percent in 1985 to 7.9 percent in 1986. 


The upswing continued to show considerable strength in late 
1986, with little evidence that major capacity bottlenecks or 
inflationary pressures were building up. Output and capacity 
utilization remained high and indices of consumer and business 
confidence were buoyant. New domestic manufacturing orders, 
though declining, were still close to record levels. Most 
recent forecasts therefore predict GNP growth of about 2.5 
percent in 1987, a further drop in joblessness to around 7.6 
percent, and little reduction in the nearly 80 billion deutsche 
mark (DM) current account surplus. As in 1986, a 3-4 percent 
expansion in domestic consumption is expected to propel growth, 
while continued low inflation (likely under 1 percent) will 
characterize price developments. 


Challenges confronting the economy this year include the 
revival of export growth in the face of further possible DM 
appreciation and continuing weakness in major foreign markets. 
Concern has been raised by a recent drop in business spending 
on equipment, the threat of labor pressures for a 35-hour 
workweek, and continuing sluggishness in residential 
construction. Growth in consumer spending is also expected to 
taper off, causing some loss of momentum late in the year. 


An 11 percent decrease in imports outran a 2.7 percent drop in 
exports for a record trade surplus of DM 110.2 billion in 

1986. German exports to the United States fell about 0.5 
percent to DM 56 billion, while imports from the United States 
fell 19 percent to DM 27 billion due to declining import prices 
and stable volumes. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: The Federal Republic's economic performance 
in the 1980s, though recently improved, has weakened in 
comparison with its outstanding record in past decades. Real 
GNP growth from 1980-86 averaged only 1.5 percent, compared 
with average growth of 4.6 percent in the 1960s and 2.8 percent 
in the 1970s. This slowdown has pushed unemployment up 
sharply. Following the 1981-82 recession the economy began an 
export-led recovery which produced real GNP rises of 3 percent 
in 1984 and 2.5 percent in 1985. Although the upswing created 
more than 300,000 jobs over this period, demographic factors 
led to a further small rise in unemployment from 2.26 million 
in 1983 to 2.3 million in 1985. 


Preliminary estimates indicate real growth of 2.5 percent in 
1986, although the actual pattern of growth was uneven. After 
slipping a seasonally-adjusted 1.1 percent in the first quarter 
due to weather-related disruption of construction activity and 
flagging export growth, the economy rebounded sharply. In the 
second and third quarters, GNP rose 3.5 percent and 0.7 percent 
respectively, before falling 0.6 percent in the fourth. In 
contrast to earlier years, economic growth was propelled by 
private consumption and business spending on equipment and 
machinery rather than manufacturing exports. Household's 


nominal disposable income also rose a robust 4 percent during 
the same period, fueled by the first stage of the tax cut, 
higher wage settlements, and expanding employment. However, 
consumer's real incomes rose even more rapidly due to drastic 
cuts in oil prices and a 10.9 percent improvement in the FRG's 
terms of trade with its chief industrial partners. 


The upswing continued to show considerable strength with little 
evidence that major capacity bottlenecks or inflationary 
pressures were building up. Retail sales were particularly 
robust, with automobile sales up about 10 percent over 1985. 
Manufacturing output and domestic investment also remained at a 
high-level. By September, capacity utilization in the 
goods-producing sector reached 85.2 percent, almost equalling 
the impressive December 1985 level. In the third quarter, 
however, goods and services exports fell 2.6 percent in value, 
and equipment investment 4.3 percent from their exceptional 
second quarter levels. Auguring well for the future was a rise 
in the volume of new domestic manufacturing and construction 
orders in the third quarter to the highest level since 1980. 
Despite preliminary reports of negative growth in the fourth 
quarter (due apparently to sluggish exports and domestic 
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capital spending), the upswing's 1987 prospects are reinforced 
by strong year-end retail sales activity, virtual price 
stability, construction-favoring mild weather, and 
still-buoyant indices of business confidence. As in 1986, the 
principal impetus to growth is expected to come from private 
demand, projected to expand 3-4 percent in the wake of high 
anticipated wage settlements and services employment growth. 

In addition, the residential construction sector should recover 
vitality due to low mortgage interest rates and slightly 
more-favorable tax treatment for single-family homes. 
Offsetting these developments will be the gradual waning of 
oil-price benefits, continuing weakness in export markets, and 
the risk of further DM appreciation. In consequence, most 
observers are cautiously predicting GNP growth of around 2.5 
percent in 1987, with some loss of momentum in the latter half. 


Sectoral Outlook: Most German industries expect 1987 turnover 
to be as good as or better than last year's excellent 
performance. The most optimistic include builders, electrical 
equipment producers, and retailers--all of whom anticipate 
above-trend output and profits growth. In addition, the key 
chemicals and machinery sectors, which together account for 
one-fourth of manufacturing sales and employment, should also 
see production gains despite exchange-rate pressure and 
weakness in non-European markets. German automobile producers 
had their best year ever in 1986, turning out 4.3 million 
automobiles. In view of the industry's strong non-price 
competitiveness and continuing high European demand for 
passenger cars, it shows every likelihood of maintaining 
record levels of output and employment through 1987. 


In contrast, several industries face a poorer outlook this 
year. The steel industry, although among the most efficient in 
Europe, may see raw steel output decline below 37 million 
metric tons due to slack export demand and fierce price 
competition from previously-subsidized EC and EFTA producers. 
Substantial overcapacity in Europe, shrinking exports, and 
deepening import penetration by LDC producers also foreshadow 
continuing weak prices and further rationalization. The coal 
industry has been hard hit by the rise of the DM which has 
broadened the gap between international and domestic coal 
prices and more than doubled the size of offsetting government 
subsidies. Similarly, the once-thriving ship-building industry 
is now threatened with bankruptcy following the collapse of new 
orders in 1986. However, a DM 300 million government-financed 
structural adjustment loan to finance investment in growth 
industries will alleviate part of the damage. 
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Employment: The expanding FRG economy created 190,000 new jobs 
in services and 73,000 in goods-producing industries during 
1986, an amount which exceeded the number of new labor force 
entrants for the first time since 1979. Average unemployment 
consequently fell from 8.3 percent of the total labor force in 
1985 to 7.9 percent in 1986. Joblessness, however, remains the 
economy's most intractable problem, with a seasonally-adjusted 
total of 2.17 million Germans out of work last December. 


Most observers expect economic growth to add another 200,000 
jobs during 1987, sufficient to offset the growth of the labor 
force and pull unemployment below 2.1 million. Nearly all 
these new jobs will be created in the services sector. 
Industrial sector employment (manufacturing, energy, and 
construction), which accounts for about 41 percent of all jobs, 
is expected to show little growth. Manufacturing employment 
may even shrink slightly in regions with concentrations of 
older industries such as the Saar and Ruhr Valleys. Even with 
the expected addition of new jobs in health, communications, 
and financial services, average total employment in 1987 (at 
about 26 million) is likely to be lower than in the early 1970s. 


The FRG's poor employment record appears to result from a 
combination of slow output growth, steady productivity gains, 
and high wages. Between 1970 and 1985, per worker productivity 
in the economy increased 45.4 percent and real GNP rose 39.4 
percent, but total employment fell from 26.7 to 25.5 million as 
gains in services jobs (up 2.1 million) failed to offset 
employment losses in industry (-2.4 million) and agriculture 
(-0.9 million) due to rationalization. Labor's strong legal 
position, inadequate wage differentiation between leading and 
lagging industries and regions, a lack of skilled workers among 
the jobless, high non-wage costs for employers (about 80 
percent of basic wages), the second shortest work-year in 
Europe (an estimated 1,580 hours in 1985), a thin housing 
market which inhibits employee relocations, and social 
regulations which restrict lay-offs during cyclical downturns 
combine to raise labor costs and reduce mobility. The high 
level of capacity utilization provides further evidence that 
the problem of unemployment is structural. 


Fiscal Policy: The Federal Republic continues to place great 
emphasis on the consolidation of public finances. Between 1981 
and 1986, the general government deficit (which includes 
federal, state, and local governments, as well as the social 
security system) fell from 3.7 to an estimated 1 percent of 
GNP. Simultaneously, the general government expenditure 
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share in GNP also contracted from 49.6 to 46.5 percent. The 
turnaround was achieved primarily through federal expenditure 
restraint (state governments were less thrifty), with revenues 
as a share in GNP remaining broadly unchanged during the 
period. Although critics argue more attention should have been 
paid to paring subsidies and privatizing state-owned companies 
rather than cutting public investment, the fiscal restraint 
exercised by the Kohl government is widely recognized to have 
been a major element in the improvement of business confidence. 


For fiscal year 1987 (Jan.-Dec.), the Bundestag has approved 
federal spending of DM 268 billion (a 1.9 percent increase over 
1986), while revenues are expected to rise 2.9 percent to DM 
246 billion. The resulting DM 22 billion deficit, the smallest 
since 1977, has occurred despite limited growth in value-added 
tax receipts due to low inflation, revenue losses following the 
first stage of the tax cut, an expected decline in Bundesbank 
profit transfers to the federal government due to lower global 
interest rates and the DM value of interest earned on foreign 
assets, and a surge in index-linked subsidies to the coal 
industry to offset the falling price of imported coal. The 
government coalition has declared its intention to continue the 
course of fiscal consolidation, but also to introduce a major 
tax reform with at least DM 40 billion in gross tax cuts over 
the next several years. 


Financial Markets: Continuing its determined effort to enhance 
the attractiveness of Germany as an international financial 
center, the Bundesbank implemented a number of changes in the 
money and capital markets: the notification system for 
foreign-issuer DM bonds was simplified and "de-publicized"; 

the standing Federal Bond Consortium was expanded to admit 20 
foreign-owned banks for the first time (including 5 U.S. bank 
subsidiaries and one U.S. investment house); minimum reserve 
requirements were reduced and restructured to reduce certain 
disincentives to deposit-taking in the Federal Republic; and 
with extension of minimum reserves to funds raised by 
short-term bank securities (as in the United States), the 
Bundesbank withdrew its previous objection to issuance of DM 
Certificates of Deposit (CDs) in Germany. The most important 
remaining impediment in German securities markets is the 
securities transactions tax, which has impeded the development 
of both a CD market and domestic trade in DM floating rate 
notes. The Government intends to abolish this tax--a course 
repeatedly urged by the Bundesbank and the banking industry 
--during the 1987-91 legislative session. In addition to these 
financial market liberalizations, the FRG's eight decentralized 
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stock exchanges have created a central working group empowered 
to coordinate a wide range of legal and technical issues 
affecting the markets. The new group is giving priority to 
standardizing certain operational aspects such as EDP support, 
admission procedures, and settlement practices in relation to 
other international markets. Concurrently, new legislation 
will establish a market tier with relaxed stock offering 
conditions in order to promote equity financing by smaller 
firms and encourage venture capital participation in new 
enterprises. Reflecting the FRG's low inflation, steady real 
growth, strong current account, and appreciating currency, 
stock exchange trading continued to set post-war volume records 
in 1986, although market index gains were well below 1985's 
extraordinary advances. 


Balance of Payments: During the first half of the 1980s, the 
growth of merchandise exports in the FRG far exceeded that of 
imports. From 1980-85 nominal FRG merchandise exports grew at 
an annual average rate of 8.9 percent from DM 350 billion to DM 
537 billion (of which DM 56 million went to the United States), 
while imports grew by 6.3 percent per year from DM 341.4 to DM 
464 billion (of which DM 32 billion came from the United 
States). The drive was spearheaded by exports of machinery and 
motor vehicles (up 59 percent) and chemicals (up 61 percent). 
At the same time, the traditional deficit in services and 
transfers shrank as growing interest and transportation 
receipts outweighed rising net transfers to the European 
Community. In consequence, the FRG's balance on current 
account reversed from a relatively unusual deficit of DM 28 
billion in 1980 to a surplus of DM 39 billion in 1985, while 
the FRG's bilateral merchandise trade balance with the United 
States went from DM -4 billion to DM +23 billion. 


In 1986, export growth came to a standstill as an appreciating 
DM and the weakness of major export markets took its toll on 
German trade. Exports to all countries fell 2.7 percent in 
value to a provisional DM 523 billion (0.8 percent volume 
growth) as German exporters cut profit margins or passed along 
Savings on raw materials to maintain market share. Export 
gains to Japan, Denmark, and Switzerland failed to offset 
substantial sales losses to communist countries, OPEC oil 
exporters, and non-oil LDCs. Overall, imports in 1986 
contracted 11 percent in value to a provisional DM 412 billion 
as the sharp drop in world oil prices and the DM cost of 
imports outweighed a 5.7 percent increase in import volume. As 
a result, the FRG registered a record DM 110 billion 
merchandise trade surplus in 1986, with the final current 
account surplus expected to come in at around DM 80 billion. 
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Agriculture: About 49 percent of the FRG's area is used for 
agricultural production. Total farm land amounts to 
approximately 30 million acres of which about 18 million are 
sown in crops. Major grain crops--barley, wheat, rye, and 
oats--are grown on about 70 percent of total arable land. The 
number of farms of more than 1 hectare of agricultural land,in 
1985 decreased by 1.6 percent to approximately 721,000, only 
35,000 of which are larger than 125 acres. Over the last 
decade the average size of farms has increased 21 percent and 
now stands at about 41 acres compared with the U.S. average of 
430 acres. Agriculture contributes about 2.5 percent to GDP, 
while the farm labor force accounts for nearly 5.4 percent of 
employment. 


Agricultural production is dominated by the livestock industry 
with 68 percent of FRG cash receipts coming from the marketing 
of livestock and products, and the remaining receipts coming 
from crops. Milk is the largest single component accounting 
for about 26 percent of sales, with pork at 20 percent holding 
second place, and sales of cattle and calves third at 18 
percent. Although the 1986 grain harvest at 25.6 million 
metric tons (MMT) did not match the record 1984 harvest of 26.5 
MMT, it was still 3.5 percent larger than the 1979-84 average. 
Barley and wheat each contribute about 40 percent of total 
production. Farm income declined slightly in 1985/86 and 
should remain at current levels in 1987. 


The FRG continues to be an important country in world food 
trade, both in terms of exports and imports. Despite the 
relatively small proportion of GNP the agricultural sector 
contributes, food exports reached $10.2 billion in 1985 while 
agricultural imports totaled $21.3 billion. 


German agricultural policy is seriously constrained by the 
country's membership in the Common Market. The Kohl 
government, like its predecessors, attaches great importance to 
the formulation of agricultural policy in Brussels. German 
policy views are shaped by the extremely small size of its 
farms which puts the FRG at a disadvantage in income 
maintenance when guaranteed price is the predominant instrument 
of income support. With an eye on the farm vote--and a 
reluctance to accelerate structural reform in agriculture 
during a period of high unemployment--the Kohl government has 
made it clear that it is not prepared to accept any EC 
decisions which would result in a decline in FRG farm income. 
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IMPLICATIONS FOR THE UNITED STATES 


The Federal Republic of Germany is an attractive and stable 
market for American exports. While the U.S. dollar is ata 
6-year low against the DM, moderate inflation in the United 
States is expected to hold producer price increases for 
American products to modest levels in 1987. 


In its bilateral merchan@ise trade with the United States, the 
FRG posted a record surplus. In 1986, FRG exports to the 
United States dropped a nominal 0.5 percent to DM 56 billion, 
while imports from the United States fell 19 percent to DM 27 
billion due to declining DM prices with stable volumes. Many 
observers expect 1987 export growth to be limited by 
exchange-rate developments, although the continuing j-curve 
effect will preclude major deterioration in the FRG's enormous 
surplus. 


The projected 1987 real growth of about 2.5 percent in German 
GNP, is good news for U.S. suppliers since most will be 
"domestic-led" rather than "export-led" as in the 1983-85 
period. The coming year will also see major German trade fairs 
in areas where the United States is competitive. These include 
computers, peripherals and software, electronic components and 
assemblies, medical equipment, plastics, research and 
laboratory equipment, advanced materials, laser and optical 
electronics, packaging machinery and materials, and sporting 
goods. 


Although the DM has strengthened greatly against the dollar, it 
has also appreciated against many of the currencies of 
countries with whom the United States competes for German 
market share. Moreover, U.S. exporters market in the FRG 
through distributors and these cannot be counted on to pass 
exchange-rate savings along to customers. If the strong DM 
further dampens demand for German exports, investment in plant 
and equipment may decline and thus affect potential sales of 
American exporters of capital equipment. Mitigating against 
higher consumer spending is the fact that the German consumer 
already enjoys one of the world's highest standards of living. 
There is some concern that consumers will save rather than 
spend the bulk of dispoable income gains. 


Prevailing exchange rates provide an excellent opportunity for 
potential American suppliers to engage in aggressive marketing 
and capitalize on the advantage of the weaker dollar and growth 
in this country. 
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Germany provides an ideal climate to develop opportunities 
through its unparalleled trade fair system. The FRG boasts 
that 90 percent of the world's total of internationally 
important trade fairs occur within its boundaries. Virtually 
every city supports at least one event, and Dusseldorf, 
Cologne, Munich, Frankfurt, and Berlin offer a number which are 
international in scope. The major shows usually feature U.S. 
group exhibits blending private organizational skills with U.S. 
Department of Commerce promotional support. Any American 
company seriously contemplating exporting to Germany should 
consider testing the market for its product or service through 
one of these events, where they will find prospective buyers 
not only from Germany, but the world over. 


Best prospects for U.S. exports to Germany include: computers 
and peripheral equipment, electronic components, software, 
CAD/CAM/CAE/CIM, analytical and scientific instruments, health 
care industries equipment, automobile parts and accessories, 
industrial process controls, laser and opto-electronic 
equipment, environmental industries, robotics, advanced 
Materials, aerospace industries, sporting goods, franchising, 
and telecommunications equipment and fiber optics. 


Reasons given by industry experts for a continued rapid growth 
in Germany's EDP market include the increasingly competitive 


business environment. High wages, declining costs for 
computers, and increased computing and storage capacities are 
making the use of computers and peripheral equipment in 
business more attractive. 


American products dominate the German software market. Due to 
the huge potential and wide spectrum of innovative software 
from the United States, the leading position of American 
software suppliers in the German market should prevail until 
the end of the decade. German manufacturers of CAD/CAM 
hardware reportedly control only about 10-20 percent of the 
domestic market, leaving plenty of opportunities for American 
suppliers. In the analytical and scientific field, U.S. 
instrumentation enjoys an excellent reputation and is highly 
regarded for state-of-the-art technology, design, quality, and 
reliability of the products offered. 
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The German demand for health care industries equipment stood at 
around $3 billion by the end of 1986. By 1989, German imports 
of U.S. manufactured equipment in this sector will probably 
amount to more than $514 million. German ~nd-users appear 
willing to pay somewhat higher prices for high quality, 
technically advanced diagnostic and treatment equipment, 
particularly in instances where there is little domestic German 
competition. 


Growth in the German electronic component market is expected to 
be higher than the world average due to a well-balanced 
structure of component end-user sectors in Germany. 
Telecommunications, industrial electronics, and entertainment 
electronics each claim about 23 percent of the total component 
market in Germany, while the fourth main customer is the data 
processing industry. Manufacturers of automobile electronics 
have a relatively small market share at present, but are 
expected to enjoy the most dynamic growth over the next few 
years. 


The potential export market for U.S. agricultural commodities 
is greatest for products in the animal feed area, which is 
currently not subject to Common Market variable levies. In 
1985, about 60 percent of U.S. farm exports to Germany (on a 
value basis) resulted from deliveries of oilseeds and related 


products, and grains and non-grain used as inputs to sustain 
livestock production. These exports, however, are subject to 
recurring attempts to subject oilseeds and non-grain feed 
ingredients (NGFI) to EC-wide import restrictions. .The United 
States also competes with the rest of the world in supplying EC 
countries with goods not suited to their northern climates, 
such as citrus products, tobacco, and nuts. 


For further information on doing business in the Federal 
Republic of Germany, U.S. business representative should 
contact the nearest District Office of the U.S. Department of 
Commerce or the German Desk Officer, Office of Western Europe, 


U.S. Department of Commerce, Washington, DC 20230, Tel: (202) 
377-2434. 



















